Date Issued 6/06
SECTION II - SPECIFIC COMPLIANCE
FUND 10 - GENERAL FUND

CHARTER SCHOOL BOOKKEEPING

The State Board of Education has, in accordance with law, prescribed a uniform double-entry system of
bookkeeping for use in all charter schools and is authorized to compel its use. (N.J.S.4. 18A: 4-14,
NJA.C. 6A:23-2.1).

The Uniform Minimum Chart of Accounts for New Jersey Public School (2003 Edition) (COA) was
originally published in 1992 with the latest update effective July 1, 2004. The revision incorporates
updates made through annual revisions to the budget guidelines and in general accounting memos. The
revision in part reflects the National Center for Education Statistics (NCES) reporting requirements and
necessary changes for reporting under GASB 34 financial reporting model and is available on the web site
http://www.nj.gov/njded/finance/fp/af/coa/.

GASB 34 distinguishes between funds which benefit the charter school (Permanent funds) and those for
which the charter school acts as a trustee or agent, but where the resources benefit other governments,
individuals, or organizations (Trust or Fiduciary funds). Governmental fund 50 should be used to record
the accounting for Permanent funds. Expendable trusts that benefit the charter school should be included
in the Special Revenue fund. The Proprietary funds use fund 60 and fund 70, and the Fiduciary funds use
funds 80, 90, and 95. When the charter schools use the reimbursable or pay as you go method for
unemployment, the Unemployment Compensation Trust would be included in fund 80. The resources
and changes in net assets of a private purpose scholarship fund would also be reported here. The
fiduciary funds are not included in the accrual level statements (A — series) since they do reflect assets of
the charter school.

The following is a listing of funds for reporting using the revised chart of accounts structure effective July
1,2004.

Governmental

Funds

Fund 10 (General fund)

Fund 20 (Special revenue fund)
Fund 30 (Capital projects fund)
Fund 40 (Debt service sund)
Fund 50 (Permanent fund)
Proprietary Funds

Fund 60 (Enterprise fund)

Fund 70 (Internal service fund)
Fiduciary Funds

Fund 80 (Trust funds)

Fund 90 (Agency funds)

Fund 95 (Student activity funds)
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Board Secretary and Treasurer Reports

In accordance with N.J.S.4. 18A:17-9, the board secretary shall report to the board at each regular
monthly meeting the amount of total appropriations and the cash receipts for each account, and the
amount for which warrants have been drawn against each account and the amounts of orders or
contractual obligations incurred and chargeable against each account since the date of the last report. At
the close of each fiscal year, the board secretary shall present to the board a detailed report of its financial
transactions during such year and file a copy with the county superintendent on or before August 1 of
each year.

In accordance with N.J.S.4. 18A:17-36, the treasurer shall report to the board monthly a detailed account
of all receipts, the amounts of all warrants signed by him/her since the date of the last report and the
accounts against which the warrants were drawn, and the balance to the credit of each account. At the
close of each fiscal year, the treasurer shall present an annual report showing the amounts received and
disbursed for school purposes during said year and file a copy with the county superintendent on or before
August 1 of each year.

The monthly board secretary and treasurer reports are to be reconciled on a monthly basis.
Cash reconciliation

The cash accounts must be reconciled. Reconciliation of payroll and interest accounts are to be made in
all charter schools maintaining such accounts and must be permanently recorded and filed for future
reference. The auditor must verify the reconciliation of all cash accounts of the charter school.

Bank reconciliation statements are not required to be exhibited in the audit report. Workpapers must be
available for review upon request.

Petty Cash Funds

N.J.A.C. 6A:23-2.9 states "Pursuant to the provisions of N.J.S.4. 18A: 19-13, a charter school board of
trustees may establish on July 1 of each year, or as needed, a cash fund or funds for the purpose of
making immediate payments of comparatively small amounts".

To be in compliance with the administrative code, the board must establish the amounts authorized for
each fund, and set the maximum allowable individual expenditure. The board must designate custodians
for each fund and must establish the minimum time period for the custodian to report on fund activity.
Petty cash accounts must be closed out at year-end and unexpended cash deposited in the bank by the
fiscal year-end.
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Summer Payment Plans

N.J.S.A. 18A:29-3 authorizes a charter school board of trustees to establish a Summer Payment Plan
which will provide for withholding 10 percent of the salary of 10-month employees during the academic
year. N.JA.C. 6A:23-2.10 states “The charter school board of trustees shall ensure that the amount
withheld earns interest and is available to the employee either at the end of the academic year or in
installments prior to September 1.”

SAS #70 Reports

Depending upon the nature of the services provided, AICPA Statement on Auditing Standards (SAS) #70
(as amended by SAS #88) reports may be required from software vendors, payroll service vendors,
educational management service vendors and other service organizations. SAS #88 clarified SAS #70 by
stating that SAS #70 is applicable if an entity obtains services from a service organization that are part of
the entity’s information system. SAS #88 explains what constitutes “part of the entity’s information
system”. If SAS #70 is applicable, the service organization auditor would issue one of two types of
reports, depending on circumstances and requirements:

e Type I - Report on Policies and Procedures Placed in Operation. This report may be an effective
and efficient way for the charter school auditor to gain an understanding of the internal controls
of the service organization.

e Type II — Report on Policies and Procedures Placed in Operation and Tests of Operating
Effectiveness. This report includes a description of the tests of operating effectiveness and the
results of those tests. If the controls are present and operating effectively, the charter school’s
auditor may choose to assess control risk below the maximum for financial statement assertions
related to service organization transactions. This is a decision made by the charter school auditor.

Auditors are advised to review Chapter 4, Field Work Standards for Financial Audits, of the Government
Auditing Standards (Yellow Book 2003 Revision) available electronically at the web site: http://
www.gao.gov/index.html for further guidance on internal controls.

Third Party Disbursements

N.J.S.A. 52:27D-20.1 Contracts for third-party disbursement services, gave the Local Finance Board, in
consultation with the Commissioner of Education, the authority to adopt regulations permitting charter
school boards of trustees to contract with third-party disbursement service organizations in order to make
payments and execute financial transactions for those purposes.

Third party disbursement rules were approved and are effective May 19, 2003, and found in NJ.A.C.
5:30-15 et seq. Charter school boards of trustees are advised to review the rules prior to engaging a third
party disbursement organization. N.J.4.C. 5:30-17 et seq., Electronic Disbursement Controls for Payroll
Purposes can be found at http://www.state.nj.us/dca/lgs/rules/rulesmenu.shtml.
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Investments

Several statutes govern permissible investment of school monies by New Jersey charter schools. N.J.S.4.
18A:17-34 gives the treasurer of the charter school the authority to deposit school monies in any bank or
banking institutions of this State designated as a depository of school monies. Under N.J.S.4. 17:9-41 et
seq., the Governmental Unit Deposit Protection Act (GUDPA), a charter school may deposit public funds
in a public depository if such funds are secured in accordance with GUDPA. This statute defines a public
depository as:

“a State or federally chartered bank, savings bank or an association located in this state or a state
or federally chartered bank, savings bank or an association located in another state with a branch
office in this state, the deposits of which are insured by the Federal Deposit Insurance
Corporation and which receives or holds public funds on deposit.”

N.J.S.A. 18A:20-37 provides for the specific types of securities that the board of trustees can authorize to
be purchased and sets forth general investment practice requirements. N.J.S.4. 18A:20-37 regarding
charter school investments was amended by Chapter 148, P.L. 1997, which was signed into law on June
30, 1997. While the types of securities and requirements are too extensive to list, the statute includes
governmental money markets funds and bonds or other obligations having a maturity date of not more
than 397 days from the date of purchase, approved by the Division of Investments in the Department of
Treasury for investment by school districts. The Division does not publish a listing of approved
investments, but charter schools may request approval of a specific security by letter sent to the following
address:

Director
Division of Investments
P.O. Box 290
Trenton, NJ 08625

The Department of Education does not have the authority to determine compliance with GUDPA or
review and approve the types of securities a charter school can utilize. Charter schools should consult
with charter school counsel and direct any questions on the permissibility of a specific security pursuant
to N.J.S.A. 18A:20-37 to the Division of Investments in the Department of Treasury at the above address.

Further information on GUDPA or on banking institutions may be found at the department of Banking
and Insurance web site http://www.state.nj.us/dobi/gudpa.htm. A charter school which is unsure whether
the bank/institution is certified as a depository should request from the bank/institution a copy of the
“Notification of Eligibility” or may contact the Department of Banking and Insurance.

Charter Schools were required to implement GASB Statement No. 31, “Accounting and Financial
Reporting for Certain Investments and for External Investment Pools,” effective for fiscal years ending in
1998. This statement establishes fair value accounting and financial reporting standards for certain types
of investments held by governmental entities other than external investment pools. This should have a
limited impact on charter schools. For government entities other than external investment pools, this
statement establishes accounting and financial reporting standards for investments in participating
interest-earning investment contracts, external investment pools, open-end mutual funds, debt securities,
and equity securities, option contracts, stock warrants and stock rights that have readily determinable fair
values.
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The implementation of GASB Statement No. 31 does not supersede the required disclosures currently
included in the CAFR in accordance with GASB Statement No. 3. “Deposits with Financial Institutions,
Investments (including Repurchase Agreements), and Reverse Repurchase Agreements.” It represents a
change to the method at which investments are valued for accounting and financial reporting and provides
for additional disclosures regarding the valuing of investments.

GASB Statement No. 40, “Deposit and Investment Risk Disclosures, an amendment of GASB Statement

No. 3” is effective for financial statements for periods beginning after June 15, 2004 and states:
“Disclosures generally referred to as category 1 and 2 deposits and investments are eliminated.
However, this Statement does not change the required disclosure of authorized investments... and
it maintains, with modification, the level-of-detail disclosure requirements of Statement 3.
Statement 40 “is designed to inform financial statement users about deposit and investment risks
that could affect a government’s ability to provide services and meet its obligations as they
become due.” The reduction of existing custodial credit risk disclosures follow from federal
banking reforms adopted since the release of Statement 3.”

Charter school auditors should refer to the Statement for further understanding and for illustrations of
disclosures.

Revenues and Receipts

Revenues accruing to the board of trustees for the period under audit must be verified. Receipts for the
year and accounts receivable at the close of the year must be verified as to source and disposition.
Revenues must be delineated by type and recorded in the proper fund. Common revenues and the funds
in which they are reported are included in The Uniform Minimum Chart of Accounts Handbook for New
Jersey Public School Districts (2003 Edition). The auditor must comment in detail on any irregularity in
the method of handling receipts and revenues as a result of audit tests performed.

Tuition

The auditor should verify that the charter school charged no tuition for any student attending the charter
school. Examination of before and after school care fees should be performed so as to determine that fees
to students in these programs are only the reasonable and necessary amounts for the administration of
these programs and must be accounted for the enterprise fund. If the excess revenues over expenditures
of before and after school programs are being utilized to offset general fund expenditures, this excess is
determined to be tuition fees charged to the students in these programs. The auditor should document this
finding in the Auditor’s Management Report and make an appropriate recommendation for the
discontinuance of this practice.

Reporting On-Behalf payments

GASB Statement No. 24 requires that an employer government recognize revenue and expenditures for
on-behalf payments for fringe benefits and salaries. On-behalf payments for fringe benefits and salaries
are direct payments made by one entity (the paying entity or paying government) to a third-party recipient
for the employees of another legally separate entity (the employer entity or employer government). In
applying this accounting directive in New Jersey, charter schools are required to include in their CAFR as
both a revenue and expenditure, both the pension contributions made directly to the TPAF by the state on
their behalf as well as the reimbursed social security amounts related to their employees that are TPAF
members. The department annually provides charter schools information on the amounts paid on their
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behalf for employer contributions to the TPAF on the DOE  website at
http://www.nj.gov/njded/finance/fp/audit/0405/.

Charter schools should prepare a schedule of the amounts reimbursed by the state for the current year
FICA employer contribution for its TPAF members on an accrual basis. That is, the current year amount
equals total cash reimbursement received during the current year less the prior year-end receivable
amount plus the current year-end receivable balance. The on-behalf payments will be included in the
CAFR as non-budgetary revenue and expenditure items, similar to the reporting of assets acquired
under capital leases. Charter schools are not required to include these amounts in their annual school
budgets.

Refunds

Refunds on current year expenditures are a credit to the applicable expenditure line account. Refunds on
prior year expenditures and sales of books, and manual training materials and products are miscellaneous
income, not refunds. Proceeds from the sale of land, buildings and equipment are other financing sources.

Telecommunications Act of 1996 — Universal Service Fund (E-rate)

The Schools and Libraries Universal Service Fund, known as the “E-rate” was created as part of the
Telecommunications Act of 1996 to provide affordable access to modern telecommunications and
information services to all eligible schools and libraries in the U.S. The School and Libraries Corporation
(SLC) was established by the FCC to administer the Schools and Libraries Universal Service Fund. All
public and private schools and libraries qualify for funding based on their level of economic disadvantage
(based on the percentage of students eligible for the national school lunch program) and their location,
rural or urban. Charter Schools will be notified regarding actual funding. The offset to the reduction in
the expenditure is either to accounts receivable if a refund is due, or to accounts payable if unpaid at June
30, 2006. Additional information is available at the Department of Education, Office of Technology
website at www.state.nj.us/njded/techno/toc.htm and at the School and Libraries website at
www.sl.universalservice.org.

Cancellations

Cancelled prior year contractual orders are reflected in the audit report as revenues. Cancellations of
prior year reserve for encumbrances increase the amount available for expenditure in the current year.

Health Insurance Policies

The department issued a hotline dated August 30, 1995 concerning audit issues/procedures regarding
certain insurance policies held. At that time, we were seeking an opinion from the Office of the Attorney
General on questions raised regarding the custody of funds and payment of claims. In response to that
request, we were advised that the enactment of Chapter 74, P.L. 1995 authorized charter schools to enter
into minimum premium insurance policies with insurance companies authorized to do business in the
State although those policies may involve different cash management methods than those required by
existing statute.

The hotline was issued after review of policy terms and discussions with both public school accountants
and insurance company representatives. Based on that review, the following issues were identified:
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Charter schools with minimum premium policies commonly have three accounts with the carrier:

1) a termination reserve account
2) a claims account
3) a premium stabilization account

The termination reserve account generally represents funds earmarked for the charter school's liability for
claims which have been incurred but not reported (IBNR), also known as the "run-off" liability. The
IBNR liability amount is calculated annually by the carrier's actuaries and provided to the policyholder.
The claims account is used for the payment of claims filed. The contracted monthly premium estimate is
deposited into this account. The monthly deposit may or may not include the administrative fee paid to
the carrier. In some cases, the fee is a separate remittance. The premium stabilization accounts are used
as a mechanism to smooth insurance premium payments. Commonly, any funds remaining in the claims
account at the end of the year are transferred to the premium stabilization account for use in future years
in the event of "premium" increases. Premium stabilization funds are often attached to participating and
fully funded policies in which rebates are based on a retrospective review of claims filed during the policy
period. These funds (rebates) are maintained in an account, in the charter school's name, and are used to
smooth future years' premium payments. Payments from these accounts for other than insurance
premiums are prohibited and circumvent the budgetary process.

In the past, the aforementioned accounts may have not been reflected in the charter school accounting
records or were inaccurately reported as fund balance. Public school accountants should review the terms
of charter school policies and statements/monthly activity reports issued by the carrier. If the charter
school has a minimum premium policy a confirmation should be issued to the insurance carrier regarding
the following:

o The existence of and amount of June 30th balances in accounts in the charter school's name held on
their behalf by the carrier*

e  Charter school liability for the IBNR claims at June 30th

e  Charter school liability for claims that were filed but unpaid at June 30th

e Composition of the accounts (what are the types of underlying investments made on the charter
school's behalf)*

e Investment income earned during the year on charter school funds held by the carrier*

Auditors may wish to obtain confirmation from the carrier that the expenditures made from the claims
accounts were for valid claims if direct testing is not possible from charter school records. Items noted
with an (*) should be confirmed in situations where it appears that a premium stabilization account exists
under a participating or fully funded policy.

The confirmed information as well as the balances in any accounts related to the policies that are held by
the charter school itself should be used to determine the proper presentation in the CAFR. The assets
(total of the June 30th account balances) will be compared to the related liabilities (total of the June 30th
IBNR claims and claims in process at June 30th). Any excess assets should be included in the amount
reported as unreserved general fund surplus. If the liabilities exceed the assets, the charter school's
unreserved general fund surplus must also be considered. The accrual made for the claims should not put
the general fund into a deficit position. That is, the total liabilities should be subtracted from the total of
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the June 30th unreserved general fund surplus plus the total assets. The amount of liabilities in excess of
the total of surplus and assets should be shown as a liability in the charter school wide Statement of Net
Assets and the June 30th general fund unreserved surplus reported as zero. For minimum premium
policies, the current year expenditures reported for insurance premiums/claims should represent the total
of the amount of claims and administrative fees paid in the current year related to the current year, the
accrual for the unpaid claims in process, and the change in the June 30th balance in the IBNR liability
between the current year and the prior year. For any type of policy, it must not include any excess
premium payments transferred to a premium stabilization account.

The funds held by the charter school or the carrier on the charter school's behalf are included in the
general fund balance sheet as cash, cash equivalents, or investments.

The June 30th general fund accounts payable balance should include the amount of claims in process as
of that date. It should not include the IBNR liability. The IBNR liability should be reported in the
general fund balance sheet an accrued liability labeled "Accrued Liability for Insurance Claims".

The notes to the financial statements should clearly disclose the terms of the policies and provide
explanations of the related balance sheet accounts.

Sale and Lease-back Contracts

N.J.S.A. 18A:20-4.2 authorizes charter schools to enter into sale and lease-back contracts on certain
instructional material (i.e. textbooks). The charter school can acquire through sale and lease-back
textbooks and non-consumable instructional materials provided that the sale price and principal amount of
the lease-back do not exceed the fair market value of the textbooks and instructional materials and that the
interest rate applied in the lease-back is consistent with prevailing market rates or is less. The leaseback
can be for any term not exceeding in the aggregate of five years.

Proceeds from the sale and lease-back of textbooks and non-consumable instructional material shall not
be included in the calculation of excess undesignated general fund balance during the budget year in
which they are realized.

Fund Balance Classifications

The proper presentation of fund balance is an important reporting issue. Charter schools should use the
fund balance classifications reported at the end of the General Fund Budgetary Comparison Schedule
(Exhibit C-1) for purposes of calculating excess surplus. Fund balance in this Schedule reflects the
modified accrual basis with the exception of the last state payment. Charter schools must include a
Recapitulation of Fund Balance at the end of this Schedule with sufficient detail for a reviewer to
determine the nature of any reserve or designation. See the illustration at the end of this chapter and also
the guidance in Section III-5 on Audsum.

Fund balance in the governmental funds Balance Sheet (Exhibit B-1) reflects the modified accrual basis
and should be grouped under two main categories — reserved and unreserved. In the accrual basis
Statement of Net Assets (A-1), there are three classifications of net assets: Invested in capital assets, net
of related debt, Restricted net assets (with a line item for each fund in which the net assets are restricted),
and Unrestricted. Auditors and charter school staff should refer to GASB 34, paragraphs 30 — 37 for
further clarification of these classifications.
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Auditor’s Note — No appropriation of surplus after June 30, 2006 is to be reflected in the
June 30, 2006 balance sheet as designated for subsequent year’s expenditures. The
department recommends footnote disclosure in the CAFR.

Reserved fund balance classification should only be for encumbrances, or for state or other government
imposed legally reserved fund balance restrictions. Beginning in 2003-04, all other legal reserves require
Departmental review and approval. The request for approval should state the amount, source, purpose
and legal basis for the reserve (i.e. why the funds are not available for appropriation in the subsequent
year) and the fiscal year in which it will be appropriated. Charter Schools should submit requests to the
Assistant Commissioner Finance no later than September 30 if approval is required for the audit period
under review.

Fund balance — reserved for:

e The reserve for encumbrances represents that amount of fund balance related to orders issued in
the current year that will be honored in the subsequent year. In general, for other than
construction projects, that liquidation must be made within 60 to 90 days of year-end to be a valid
reserve at June 30th. This should not include accounts payable, since those orders were charged
as expenditures in the current year and should be included in the balance sheet as a liability.
Separate lines are provided in the Audsum diskette for the reserve for encumbrances at fiscal year
end for the general fund and capital projects fund. The department issued a Hotline on September
16, 2003 providing additional guidance on auditor reviews of encumbrances. Charter schools
should not be encumbering goods and services that relate to the subsequent year. The Hotline is
reproduced in Section I-8 of this Audit Program.

e The reserved fund balance-legally restricted account, which is shown in the reserved fund
balance equity section, is used to report that portion of the general fund surplus that is legally
reserved for specific purposes. In general, funds are legally restricted only when constraints
placed on the use are externally imposed by creditors (such as through debt covenants), grantors,
contributors or laws or regulations of other governments or imposed by law through
constitutional provisions or enabling legislation. This would include reserves established for
register audit recoveries and restricted appropriations such as unspent funds from:

1) Approved separate proposals as outlined in N.J.4.C. 6A:23-8.5

2) Capital outlay for a charter school with a capital outlay spending growth limitation
adjustment in 2003-04 as outlined in N.J.A.C. 6A:23-8.8

3) Sale/lease-back reserve N.J.S.4. 18A:7F-7(e)

Legal reserves that are for anything other than state imposed or other government imposed legal
restriction must be approved by the Assistant Commissioner of Finance. Examples of state
imposed legal restrictions include audited excess surplus, unspent separate proposals, legally
established capital, and a reserve established for the sale leaseback of textbooks in the year the
proceeds are realized. An example of other government imposed legal restrictions includes court
ordered judgments. The request for approval should by submitted by the charter school to
the Assistant Commissioner of Finance by September 30, 2006 for the June 30, 2006 year.
The request should state the purpose and legal basis for the reserve (e.g., the specific “constraint
imposed on the use by external parties or by laws or regulations of other governments). Approval
will only be granted for those other legal obligations that are in conformity with GAAP.
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Under GAAP, few items would constitute a legal reserve. Per GAAP, the basic concept of a legal
reserve is that it is not unilaterally established by the charter school and it cannot be removed
with the consent of those imposing the restriction or through formal due process. Charter schools
do not have the authority to advance fund (accumulate resources) for a potential future liability by
setting aside an amount as a legal reserve. Loss contingencies are not legal reserves, but instead
would be recorded as accrued liabilities if a loss is probable and reasonably estimable. For funds
statements, only the amount due and payable with current resources is accrued. For the charter
school-wide statements, the full amount is accrued. Contingent liabilities not required to be
accrued should be disclosed in the notes to the financial statements. All significant facts with
respect to the situation should be disclosed. GAAP guidance is available in the GASB
Codification chapter “Claims and Judgments” (C50).

The notes to the financial statements must contain a discussion of all legally restricted balances,
including the amount, source and fiscal year in which it will be appropriated. A separate line is
provided in the Audsum data collection for legal reserves - general fund. These balances, if
determined prior to the adoption of the budget, should have been anticipated in the 2006-07
“School District Budget Statement” and line 1660, “Amount Budgeted in FY 2006-07” in column
6, General Fund (Reserved) Legal Reserves of the Recapitulation of Balances. Amounts not
anticipated in the 2006-07 budget must be shown as a legal reserve in the June 30th CAFR and
appropriated in the 2007-08 -budget.

Fund Balance — Unreserved

All other fund balance is considered unreserved. Charter schools may reflect management’s intent for
use of the unreserved fund balance as separate lines in the equity -section of the balance sheet under the
heading unreserved fund balance. Each designation should be explained in the notes to the financial
statements. All other unreserved fund balances should be presented as unreserved — undesignated. The
amount of unreserved fund balance that has been included in the upcoming year’s general fund budget as
budgeted fund balance should be reported in the unreserved fund balance equity section as designated for
subsequent year’s expenditure. If the budgeted fund balance amount included in the certified budget
contains an amount that has been shown in the reserved fund balance section of the balance sheet, do not
include it as part of the unreserved designated for subsequent year’s expenditure amount. Separate lines
are provided in the Audsum data collection for unreserved — undesignated general fund balances
and unreserved fund balance that is designated for subsequent year’s expenditure. Include on the
designated fund balance line only those amounts which were included in the 2006-07 certified
budget as budgeted fund balance on lines 121, 122 and 123 that have not already been included on a
reserved fund balance line. Included in the unreserved-undesignated line all other unreserved fund
balance.
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TPAF Reimbursement
N.JS.A. 18A: 66-90 requires that each charter school reimburses the state for the employer share of

pensions, group life insurance, FICA and other benefits of the Teachers' Pension and Annuity Fund
(TPAF) for TPAF members carrying out and paid from federally funded programs.

Charter schools were given specific guidance in a hotline dated June 29, 1993 on accruing a liability for
the TPAF Pension and Social Security related to salaries charged to federal grants. The reimbursement
must be made by the September 30th following the fiscal year end. Auditors are required to certify the
accuracy of the reimbursement via their signature on the reimbursement form submitted by the charter
school with the actual reimbursement. If submission.of the reimbursement form is performed prior to the
completion of audit procedures, the form may initially be submitted without the required auditor signature
and a revised form reflecting the auditor signature may be subsequently submitted.

Auditors should include in their audit procedures a test of the biweekly reimbursement forms filed
electronically with the department for all TPAF employees.
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Capital Projects Fund

The proper accounting procedures related to capital projects are included in Chapter 11 of the GAAP
Technical Systems Manual.

No transfer may be made under N.J.S.4. 18A:22-8.2 from appropriations or surplus accounts for:
a. Capital reserve account

b. Items classified as general fund except to other items so classified or to the capital
projects fund to supplement the proceeds from lease purchase agreements

Transfers from appropriations or surplus accounts may be made within the general fund. When
specifically approved by the Commissioner, charter schools may transfer surplus from the general fund to
the capital projects fund to supplement the proceeds from a lease purchase agreement upon application to
and a formal finding by the Commissioner that the transfer is in the best interests of both the students and
districts of the charter school after consideration of alternative correction actions.

Overexpenditures

A number of situations have been reported to the department where charter schools overexpended a
capital projects fund authorization and in some cases used unauthorized methods to fund the
overexpenditure. In managing capital projects, the Business Administrator must certify the availability of
funds before the board can award contracts and/or a change order on a capital project that increases the
cost of the project. (N.J.A.C. 6A:26-4.9(a)(3)). In no instance can approval of change orders increase the
cost of the project above the bond referendum approved amount.

Overexpending a capital project authorization has serious consequences. Under the New Jersey Code of
Criminal Justice, it is a crime for a public official or employee to knowingly disburse, order, or vote for
the disbursement of moneys or incur obligations in excess of appropriations or an amount limited by law -
(See NJ.A.C. 6A:26-4.5 and Division of Finance Policy Bulletin 200-11 issued July 1991). The
Department will notify the Office of the Inspector General and may notify the Director, Division of
Criminal Justice if an over-expenditure/deficit is detected in a capital project. A charter school over-
expending the capital projects fund may also be subject to a reduction in its state aid and other actions
pursuant to N.J.A.C. 6A:23-2.11 and N.J.A.C. 6A:26-14.1 et seq. if applicable.

In the event that charter school overexpended capital projects funds or otherwise violated the procedures
described by N.J.A.C. 6A:23-2.11 and Division of Finance Policy Bulletin 200-13 issued October 1992,
auditors must include appropriate comments and recommendations and the amount in the Auditor’s
Management Report.
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This section not applicable to charter schools
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The permanent fund is a new governmental fund under GASB 34 financial reporting. It is used to report
resources that are legally restricted so that only the earnings they generate, and not the resources
themselves, may be used to support the charter school’s programs.  Resources reported as non-

expendable trust funds prior to GASB 34 should be reported as a permanent fund if the charter school has
an ownership interest in the assets.

Examples of resources accounted for and reported in a permanent fund include:

e The charter school has received a large bequest from the estate of a wealthy benefactor. The
corpus of the donation cannot be spent, but instead is required to be invested to provide earnings
that are restricted for a special use identified by the benefactor, e.g. maintenance of the libraries.

® A local resident has donated investments with the stipulation that only the earnings of the
investments may be used to purchase musical instruments for the schools.

A permanent fund does not include private-purpose trust funds, which are used to report situations in
which the charter school is required to use the principal or earnings for the benefit of those outside the
charter school (individuals, private organizations, or other governments), not for charter school purposes.
See I1-60 for treatment of trust funds in the fiduciary fund section of the financial statements.
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Proprietary Funds

Proprietary funds are used to account for charter school activities that are similar to business operations in
the private sector. They are not used to account for the normal operations of a charter school regardless
as to whether the operations include services provided to outside parties that are offset by revenues.
There are two categories of proprietary funds -- enterprise funds and internal service funds. The use of
these fund types should be consistent with GAAP (GASB Codification 1300.104). Additional guidelines

for charter schools using the internal service fund to account for shared services are outlined in N.J.4.C.
6A:23-2.13.

There is little change in the proprietary financial statements resulting from GASB 34. Capital
contributions are not reported as a separate component of net assets in the Statement of Net Assets, but
continue to be reported as such in the funds statements. Charter school staff and auditors should refer to
GASB 34, paragraphs 91 through 105 for guidance on proprietary fund financial statements.

Enterprise Funds:

Enterprise funds are used to account for operations that are financed and operated in a manner similar to
private business operations. Examples of enterprise funds in New Jersey Charter Schools are those
established to account for the food services program of the charter school and latch-key programs
(before/after school programs). All the expenses of these operations are accounted for in the funds
with any board of trustee contribution, shown as a transfer to cover deficit in the general fund and
as an operating transfer in the enterprise fund.

Auditor’s Note — The Transfer to Cover Deficit included in the general
fund must reconcile to the Operating Transfer — Board Contribution
reflected in the Enterprise Fund. The department has included an edit in
the Audsum diskette to identify any discrepancy between the reported
amounts and recommends completing the Audsum diskette prior to filing
the CAFR. The Transfer to Cover Deficit should be reflected as an Other
Financing Use on Exhibit B-2 in the general fund column of the
Governmental Funds Statement of Revenues, Expenditures, and Changes
in Fund Balances and an operating transfer out on the C-1 General Fund
Budgetary Comparison Schedule.

Food Service - Enterprise Funds

Boards of trustees may contract with food service management companies (FSMC) to equip, supply and
operate cafeterias without profit to the charter school pursuant to N.J.S.4. 18A: 33-3. Every contract for
the services of a food service management company should meet federal standards and procurement
requirements pursuant to Title 7 of the Code of Federal Regulations pursuant to N.J.S.4. 18A: 18A-42.1.
All charter schools rebidding their FSMC Contract must rebid their new contract pursuant to the Public
School Contracts Law, N.J.S.A. 18A:18A-1 et seq. as amended .

The most widely used contract method in New Jersey is referred to by the Accounting Guide for
Government Contracts as the "cost plus a fixed fee (management fee) contract.” The food service
management company receives a set fee for managing the food service operation and the board is liable
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for the reimbursement of all costs incurred. Regardless of the contract method, the charter school
management is considered the School Food Authority. Federal regulations prohibit contracts that permit
all receipts and expenses to accrue to the food service management company. Even if federal
reimbursements are not received, schools using management companies and retaining liability for costs
incurred are considered the School Food Authority.

As School Food Authorities, daily cash sales and State and Federal reimbursements are school moneys
and subject to the State's school laws. Management companies may handle the preparation of food,
placing of orders for food and supplies and other associated administrative duties but they are not
permitted under state law to administer or hold school funds.

The following procedures should be implemented in order to comply with state laws for administering
school moneys.

1. The income from daily cash sales and State and Federal reimbursements must be under the
control of the treasurer of school moneys in any bank or banking institution of this state
designated by the charter school management as a depository of school moneys. Such funds

may be deposited in the Board’s general operating account. A separate food service account
is not required. (N.J.S.4. 18A: 17-34)

Receipts and disbursements of food service funds must be separately accounted for in the
records of the treasurer and board secretary. The board secretary should maintain the cash
records, in accordance with the Uniform Minimum Chart of Accounts (2003 Edition).

When the board of trustees budgets funds in its general fund budget in account 11-000-310-
930, Transfers to Cover Deficit, those funds may be transferred to the Enterprise Fund at the
end of the year for the actual amount, if any. If made prior to the end of the year, any amount
of the transfer not needed for a deficit may be refunded to the general fund.

2. The board of trustees may by resolution designate the board secretary or another person to
approve payments without board approval to expedite the payment process. All such
payments must be issued on properly signed warrants and subsequently ratified by the board.
The board's resolution may limit the authorization to certain purposes such as the school food
service reimbursements and may also limit the dollar amount per payment or month.
(NJ.S.A.18A:19-1,2,4 and 4.1)

3. Loans or advances from the board to a food service management company are prohibited.
All claims and demands must state that articles have been furnished or services rendered
before payment can be made. (N.J.S.4. 18A: 19-3)

4. Food service management companies may negotiate the cost reimbursement dates with the
board. However, no interest may be charged on payments which are not made within the
negotiated dates.
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5. The food service management company must provide itemized claims for services and goods
to the charter school management for reimbursement.

a) The food service management company should process payroll data in such a way that
the charter school management can reimburse it in time for payroll checks to be issued.
A one-week lag between payroll period and check disbursement should provide sufficient
time for all necessary verifications and payments.

b) The food service management company must submit an itemized claim for
reimbursement for all goods and services. Reimbursement claims for payroll should
include either a copy of the company's payroll for those employees providing service to
the charter school or an itemized listing of employees, check numbers and date, hours
worked and earnings. In the latter scenario, payrolls and support documentation must be

made available whenever requested by the charter school management and for the annual
audit.

When the food service management company purchases specifically for the charter
school, reimbursement claims for goods should list invoice numbers, dates, vendor names
and amounts (sample 1 in Section II-50.9). If the food service management company
purchases food in bulk for a number of charter schools, it may use the above method
allocating invoice amounts between charter schools based on the percentage of each
charter school's student enrollment (or participation) to the total enrollment for all
schools (sample 2 in Section II, 50.10). It may also use a per meal cost calculation based
on the total amount of the invoices divided by the total meals served to all charter
schools. Each charter school's pro-rata share of the costs would be the per meal cost
multiplied by the meals served in each charter school (sample 3 in Section II, 50)

When a food service management company submits an itemized claim for
reimbursement, it is not necessary to provide vendor invoices. However, they must be

made available whenever requested by the charter school management and for the annual
audit.

6. The charter school board of trustees and the food service management company should work
closely to minimize the time of reimbursements and to avoid cash flow problems. However,
a food service management company may need to establish a line of credit if the timing of
reimbursements is not sufficient to make its payrolls. Interest paid is an allowable cost of the
contract in such situations.

The foregoing procedures are recommended by the department to comply with the state's statutes
for administering school funds. However, these procedures do not replace but rather supplement
the requirement contained in 7 CFR 210.16 that all books and records of the food service
management company pertaining to the school food service program shall remain the property of
the charter school. Auditors must include appropriate comments and recommendations in the

event that funds are not properly administered as described in Division of Finance Policy Bulletin
200-12.
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SAS #70 Reports

In accordance with SAS #70, as amended by SAS #88, charter school auditors may evaluate the internal
controls of a food service management company by relying upon the opinions of a "service auditor" of the
food service management company's internal control system. To that end, Charter Schools must only
contract with food service management companies that can provide an audit opinion on said company's
system of internal control. Beginning in 1994-95, all food service management company bid
specifications, contracts and/or addenda must include this requirement as a condition of bid qualification.
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October 15, 200X

SAMPLE 1
Foodland Food Services
123 Broad Street
Anytown, NJ 08000
609-123-4567
Any Charter School
Highland Street

Old Town, NJ 08111

Invoice #123456

For reimbursement of costs incurred related to the provision of food services for the Any Charter

School during the month of September 200X. The costs incurred are listed below:

Invoice # Date Vendor Name Amount
06932 8/31/0X Bakeland $2,398.61
12555X 9/02/0X Murray's Meats 6,779.38
431182 9/03/0X Polly's Produce 796.54
218812 9/07/0X Dan's Dairy 877.32
06988 9/07/0X Bakeland 531.89
12682X 9/07/0X Murray's Meats 153.90
431906 9/13/0X Polly's Produce 591.83
219601 9/24/0X Dan's Dairy 877.32

Total $13,006.79

Please remit the above amount by November 15, 200X. The listed invoices are available for audit

and review. I certify that the within invoice is correct in all its particulars, that the

described

goods or services have been furnished or rendered and that no bonus has been given or received on

account of said invoice.

Franklin Chief
President

Foodland Food Services
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SAMPLE 2 (1 of 2)
Foodland Food Services
123 Broad Street
Anytown, NJ 08000
609-123-4567
October 15, 200X
Invoice #123456
Any Charter School
Highland Street

Old Town, NJ 08111

For reimbursement of the AnyCharter School pro-rata share of costs related to the shared food
services program provided by our company. The allocation is based on the number of students
participating at each school. See the attached cost allocation detail supporting the amount
charged.

For the month of September 200X $3,107.21

Please remit the above amount by November 15, 200X. The invoices listed on the attached cost
allocation are available for audit and review. I certify that the within invoice is correct in all its
particulars, that the described goods or services have been furnished or rendered and that no bonus
has been given or received on account of said invoice.

Franklin Chief
President
Foodland Food Services
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SAMPLE 2 (2 of 2)

NEW CITY CHARTER SCHOOL FOOD SERVICES ALLOCATION

Invoice # Date Vendor New City Upper Lower Middle Total
Name
19.7% 14.1% 278% 384% 100.0%
6932 8/31/200x Bakeland $208.09 $148.94 $293.65 $405.61 $1056.29
12555X 9/2/200x Murray’s 689.23 493.31 972.62 1,343.48 3498.64
Meats
431182 9/3/200x Polly’s 176.45 126.29 249.00 343.94 895.68
Produce
6988 9/7/200x Dan’s Dairy 632.22 45250 892.17 1,232.35 3,209.24
12682D 9/7/200x Murray’s 692.86 49591 977.75 1,350.55 3,517.07
Meats
431906 9/13/200x Polly’s 112.21 80.31 158.34 218.71 569.57
Produce
219601 7/13/200x Dan’s Dairy 47738 341.68 673.66 930.52 2,443.24
Total $3,107.21 $2,223.95 $4,384.80 $6,056.67 $15,772.63
No. of Students Percentage
Participating
New City - 630 19.7%
Upper - 452 14.1%
Lower - 889 27.8%
Middle - 1,230 38.4%
Total - 3,201 100.00%
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SAMPLE 3 (1 of 2)
Foodland Food Services
123 Broad Street
Anytown, NJ 08000
609-123-4567

October 15, 200X

Invoice #123456

Any Charter School
. Highland Street

Old Town, NJ 08111

For reimbursement of the Any Charter School pro-rata share of costs related to the shared food

services program provided by our company. See the attached per meal cost calculation supporting
the amount charged.

For the month of September 200X
1,598 meals @ $2.45 meal $3,910.60

Please remit the above amount by November 15, 200X. The invoices listed on the per meal cost
calculation are available for audit and review. I certify that the within invoice is correct in all its
particulars, that the described goods or services have been furnished or rendered and that no bonus
has been given or received on account of said invoice.

Franklin Chief
President
Foodland Food Services
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SAMPLE 3 (2 OF 2)

NEW CITY CHARTER SCHOOL FOOD SERVICES ALLOCATION

Invoice # Date Vendor Name Invoice Amount
6932 8/31/200x Bakelund $ 2,398.61
12555x 9/2/200x Murray’s Meat 6,779.38
431182 9/3/200x Polly’s Produce 796.54
218812 9/7/200x Dan’s Dairy 877.32
6988 9/7/200x Bakelund 531.89
12682X 9/7/200x Murray’s Meat 153.90
431906 9/13/200x Polly’s Produce 591.83
219601 7/13/200X Dan’s Dairy 877.32
Total $ 13,006.79
School District No. of Meals Price/Meal Amount
New City 1,598 $2.45 $ 3,910.60
Upper 1,299 245 3,178.89
Lower 1,243 2.45 3,041.85
Middle 1,175 245 2.875.44
Total 5,315 $2.45 $13,006.79
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Child Nutrition Program Requirements

The Bureau of Child Nutrition Programs is revising its audit policy regardmg the rev' of School _Food
Se ices to comply with OMB Circular A-133 Revised (OMB A-133) publis eral Register,
. OMB-133 was revised to raise the audit threshold for all rec1p1ents 1nclud1ng state and

local govemments to $500,000. The provisions of OMB A-133 are effective for fiscal years ending after
December 31, 2003.

Charter schools and their auditors should also refer to the sample Proprietary Fund statements (Exhibits
B-4, B-5, and B-6) on the NJDOE web site. http://www.state.nj.us/njded/finance/fp/gasb34/. When a
charter school has more than two programs in the Proprietary Fund, combining statements should be
prepared. Please refer to the sample format for School Food Service Fund Exhibit F-1, F-2 and F-3 in
Financial Reporting for New Jersey School Districts, A Sample Comprehensive Financial Report, The
CAFR (Issued August 1999) for combining statements. The Proprietary Fund combining statements
follow the same format but are labeled G-1, G-2 and G-3.

Auditors should report on the condition of the financial transactions and statistical records of the School
Food Service Fund, including a review of monthly reimbursement vouchers, meal count records, Edit
Check Worksheets, and eligibility applications. Determine whether there are controls providing
reasonable assurance that all meals reported to the state agency for reimbursement are based on
accurate counts and are served to eligible children.

Please Note: Effective with October 2003, monthly reimbursement claims were entered on-line
using the Child Nutrition Program’s website via the myNewJersey portal. This on-line system
provides payment status, payment logs and a monthly report summarizing meals claimed by site.
The auditor may request these reports from the charter school.

1. Suggested audit procedures to ensure that reimbursement received is supported by source
documents.

a) ELIGIBILITY APPLICATIONS - Review eligibility applications to evaluate
completeness of required information and verify eligibility determination. Any
incomplete free or reduced price applications should be given to the determining official
for completion. Incorrectly determined applications should be placed in the correct
category, and the resulting overclaim/underclaim must be identified on the Schedule of
Meal Count Activity. Additionally, audit findings related to the free and reduced
eligibility determination must be reported in the Auditor’s Management Report (AMR) in
the School Food Service section. Free applications that are not available or incorrectly
determined must also be cited as an exception under Demonstrably Effective Program
Aid, Early Childhood Program Aid, and Instructional Supplement Aid where applicable.

Applications may also have been determined through the Direct Certification Process.
Please refer to June 2005 Memo, “Direct Certification for Free Meal/Free Milk Benefits
for School Year 2005-06.
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Schools participating in Provision 1 or 2 are not required to collect eligibility applications
annually. Please refer to eligibility requirements set forth in the Memo, “Application
Process for Provisions 1 and 2 .

MEAL COUNT RECORDS - Review meal count records on a school-by-school basis to
verify meals claimed on reimbursement vouchers. Edit Check Worksheet(s) must be
completed for every reimbursement claim submitted and the required comparisons made
before completing the reimbursement claim. Any meals denied free or reduced priced
eligibility should be credited at the paid rate of reimbursement and overclaim/underclaim
identified on the Schedule of Meal Count Activity.

Unsupported reimbursement must be cited as a finding of noncompliance and a financial
assessment identified on the Schedule of Meal Count Activity (Overclaim/Underclaim).
Provide pertinent detail, i.e. school, month.

2. Verification Regulations issued by the United States Department of Agriculture require pricing
sponsors of the National School Lunch and School Breakfast Programs to verify a minimum
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number of approved applications on file as of Oct

of each school year. Sample selection

and verification may begin earlier based on proj ections done by school officials.

All verification activity must be completed by of each school year. The School
Food Authority (SFA) must electronically report the results of their verification activities to the
Bureau of Child Nutrition Programs by March 1, 2006. Failure to complete verification will
result in reimbursement being withheld by the Bureau. The auditor's review of eligibility

applications should include a review of the verification file to ensure that this process was
established

Expenditures of school food service revenues should be limited to allowable school food service
direct and indirect costs. Review vendor invoices and verify labor costs. Determine that
inventory records on food and supply items are currently maintained. Review time sheets and
verify labor cost. Verify that payroll records are maintained.
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Net cash resources may not exceed three months average expenditures. In the event that net cash
resources exceed three months average expenditures for the School Food Authority's nonprofit
school food service, the State Agency may require the School Food Authority to reduce children's

prices, improve food quality or take other actions designed to improve the nonprofit school food
service. (REF 7CFR 210:15)

Net cash resources are defined as all monies that are available to, or have accrued to a School
Food Authority's nonprofit school food service at any given time, less cash payable. Such monies
may include but are not limited to cash on hand, cash receivable, earnings on investments, cash
on deposit and the value of stocks, bonds or other negotiable securities.

The auditor should comment on whether Food Distribution Program (formerly U.S.D.A.)
commodities were received. If the charter school is utilizing a vendor to provide meals, review
evidence that the market value of Food Distribution Program donated commodities was credited
on monthly invoice statements.

Auditors should verify that financial arrangements and other provisions in the Food Service
Management contract have been complied with; if not, cite exception.

The United States Department of Agriculture does not permit increases in reimbursement for
revised vouchers received after the 60 days without proper verification. However, payment can
be considered if the underclaim is verified in an audit or administrative review. Auditors are

instructed to verify any underclaims (identify in the Schedule of Meal Count Activity) as a
result of late revisions. Please note that such payment is subject to approval.

8. The following memorandums and attachments for the school year 2005-06 are available at
charter school offices to be referenced by the auditor:

a) March 1, 2005 — SFAs Considering Employing a FSMC for School Year 2005-06
b) March 1, 2005 — SFAs Renewing FSMC Contracts for 2006
1 - Index rates/fees

2 - Early Approval of Food Service Management Company (FMSC) Addendum
3 - Directory of Registered Food Service Management Companies

) March 2005 — Child Nutrition and WIC Reauthorization Act: Policy Implementation and

Information Sessions

d) 2005 Seamless Summer Option Application Documents

e) June 2005 — Direct Certification for Free Meal/Free Milk Benefits for School Year 2005-
06

) June 2005 — School Year 2005-2006 School Nutrition Programs Application Packet
Materials.
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June 2005 — Allowable Costs for Meals in Accordance with N.J.4.C. 6A:23-r.5(a)(20)

July 2005 — Fiscal Year 2006 Verification Workshop Schedule/Guidance (Forms
#273/273)

July 2005 — Annual Application Process for Provisions I and II

August 2005 — Public Reimbursement Rates for Child Nutrition Programs/Maximum
Meal and Milk Prices

November 14, 2005 — Food Service Privatization: Securing FSMC Contracts
January 2006 — After School Snack Program, On-Site Review

January 2006 — Revised Annual National School Lunch Program On-Site Review

February 2006 — Verification Summary Report
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REIMBURSEMENT RATE BREAKDOWN

NATIONAL SCHOOL LUNCH RATES

REGULAR RATE HIGH RATE (EXTRA 0.02 CENTYS)
SFA’s w/less than 60% of Free and Reduced Lunch SFA’s w/more than 60% of Free and Reduced Lunch

FEDERAL | STATE | TOTAL FEDERAL | STATE | TOTAL
FREE 2.32 0.10 $2.42 FREE 2.34 0.10 $2.44
REDUCED 1.92 0.10 $2.02 REDUCED 1.94 0.10 $2.04
PAID 0.22 0.04 $.026 PAID 0.24 0.04 $0.28

SCHOOL BREAKFAST PROGRAM
REGULAR RATES SEVERE NEED RATES

FEDERAL | STATE | TOTAL FEDERAL STATE TOTAL
FREE 1.27 0.10 $1.37 FREE 1.51 0.10 $1.61
REDUCED 0.97 0.10 $1.07 REDUCED 1.21 0.10 $1.31
PAID 0.23 0.10 $.33 PAID 0.23 0.10 $ .33

AFTER SCHOOL SNACKS SPECIAL MILK PROGRAM
AT RISK/ AREA .
ELIGIBLE 0.63 FREE Average cost per half pint
NON- ARFA ELIGIBLE * Based on Individual SFA’s costs
FREE 0.63
REDUCED 0.31 PAID 0.155
PAID 0.05
Commodity Value $.175

*SFA’S=SCHOOL FOOD AUTHORITIES
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Internal Service Funds

Charter schools should use internal service funds to account for the financing of goods or services
provided by one department or office to other departments or offices of the charter school, or to other
school boards of education and governmental units, on a cost-reimbursement basis. Internal service funds
are cost accounting and distribution entities, and are intended to "break even" annually and/or over a
period of years (N.J.A.C. 6A:23-2.13). The use of an internal service fund does not provide additional
revenue or expenses to the charter school but acts as a means to document the sharing of the costs. Use of
this fund replaces the prior common practice of “refunding” expenditure accounts for shared services.
Some activities that may be accounted for in an internal service fund are central purchasing and
warehousing, central motor pools, central printing and duplicating or central data processing departments.

Arrangements for sharing the costs of administrative and other non-instructional personnel and related
costs under joint agreements where the employees remain under the employment of one lead school
would also be accounted for in an internal service fund in the records of the lead school. Each of the
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